Competitiveness in the Indian tyre industry : 1936-1984 by Mani, Sunil & Tharakan, P.K. Michael
TYRE INDUSTRY: 1936-1 984 
SUNIL MAN1 
and 
P.K. MICHAEL THhRhKkN 
( T h i s  paper  forms p a r t  of  a p r o j e c t  r e p o r t  be ing  p repared  by 
S u n i l  Mani, C h i r a n j i b  Sen, C . t a  Sen and P.K. biichael. Tharakan 
a t  t h e  Cen t re  f o r  Development S t u d i e s ,  on "Indian Rubber 
P r o d u c t s  I n d u s t r y t t  f o r  t h e  I n d u s t r i a l  Development Bank of 1ndia)  
C e n t r e  f o r  Development S t u d i e s  
Ullcror, Trivandrum 695 011 
COMPETITIVENESS I N  THE I N D I A N  TYRE INDUSTRY: 
1936 - 1984 
An a n a l y s i s  of t h e  o r i g i n ,  and e a r l y  development of Ind ian  Tyre 
Indust ry  w i l l  p rov ide  a  h i s t o r i c a l  i n s i g h t  i n t o  contemporary problems 
fac ing t h e  i n d u s t r y .  In  a  h i s t o r i c a l  a n a l y s i s  of t h i s  s o r t ,  we w i l l  f o c u s  
upon t h e  e v o l u t i o n  of t h e  s t r u c t u r e  of t h e  i n d u s t r y  i n  t h e  e a r l y  y e a r s :  
This i s  expected  t o  throw more l i g h t  on t h e  q u e s t i o n  of compe t i t ion  i n  t h e  
indust ry .  
Ind ian  t y r e  i n d u s t r y  was m a r k e d . t i l 1  around 7963 wi th  an a p p a r e n t l y  
weak element of compe t i t ion  between f i r m s .  On t h e  c o n t r a r y  i t  was observed 
t h a t  t h e  f i r m s  i n  t h e  i n d u s t r y  cou ld  c o l l u d e  i n  p r i c e  f i x a t i o n  and ou tpu t  
sharing. The government of I n d i a ' s  d e c i s i o n  t o  i n c r e a s e  l i c e n s e d  c a p a c i t y  
i n  t h e  i n d u s t r y  around 1960 was a r e s u l t  of t h i s  observat ion?  Never th less  
the re  a r e  r e a s o n s  t o  b e l i e v e  t h a t  e x c e p t  f o r  a  s h o r t  p e r i o d  t h e  p o s s i b i l i -  
t i e s  f o r  c o l l u s i o n  i n  p r i c e  f i x a t i o n  and o u t p u t  s h a r i n g  con t inued  till t h e  
ea r ly  p a r t  of t h e  n e x t  decade ,  t h a n  developed compe t i t ion .  
The s i t u a t i o n  r e q u i r e s  some e x p l a n a t i o n .  How would one e x p l a i n  t h e  
lack of i n t e r - f i r m  compe t i t ion  i n  an i n d u s t r y  xh ich  a t  l e a s t  i n  o t h e r  
2! 
coun t r i e s  showed e l e m e n t s  of s e v e r e  compe t i t ion?  The c i rcums tances  which 
led  t o  c o l l u s i c n  h e i n g  p r e f e r r e d  over  compe t i t ion  becomes impor tan t  i n  t h i s  
context .  There was a l s o  t h e  p o s s i b i l i t i e s  f o r  compe t i t ion  be ing  expressed 
more i n  t e rms  of t h e  q u a l i t y  of p roduc t  and a f t e r  s a l e s  s e r v i c e s .  More- 
over t h e  f i r m s  themse lves  cou ld  have t r a n s f e r e d  t h e  e lement  of compet i t ion  
t o  the l e v e l  of d e a l e r  r a t h e r  than  i n d u l g i n g  i n  p r i c e  compe t i t ion  between 
themselves. A l l  t h e s e  v a r y i n g  p o s s i b i l i t i e s  r e q u i r e  c l o s e  s c r u t i n y .  
The p resence  o r  absence  of compe t i t ion  i n  an i n d u s t r y  which produce 
a commodity f o r  mass consumption would n a t u r a l l y  be r e l a t e d  t o  t h e  changes 
i n  consumer demand. I t  i s  p o s s i b l e  t h a t  i n  t h e  c a s e  of t y r e s ,  t h e  
c h a r a c t e r i ~ t i c s  of t h e  p roduc t  which could  be judged on t e c h n i c a l  grounds; 
(and n o t  on s p e c i a l  p e r s o n a l  p r e f e r e n c e s )  t h e  c h o i c e  of one brand over 
o t h e r s  cou ld  a l s o  be based on t h e  consumer ' s  kncwledge and assessment  of 
9 t h e  t e c h n i - s l  c h a r a c t e r i s t i c s .  " a r t i c u l a r l y  i n  t h e  c a s e  of t h e  t y r e  
i n d u s t r y  i n  which so much emphasis  has  been on q u a l i t y  of p roduc t  and 
a f t e r  s a l e s  s e r v i c e s ,  consumer demand might  have been i n f l u e n c e d  by t h e  
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s u b t l e  changes  i n  s p e c i f i c  c h a r a c t e r i s t i c s  t h a t  i s  looked f o r  by consumer's. 
The r o l e  of p r i c e  f a c t o r  i n  de te rmin ing  t h e  p r o f i t  margin is  another 
importai?t a s p e c t  t o  be looked i n t o  i n  t h i s  s tudy  of t y r e  i n d u s t r y .  Which- 
e v e r  way t h e  p r o f i t s  a r e  c a l c u l a t e d :  e i t h e r  a s  t h e  e x c e s s  of s a l e  proceeds 
over  t h e  a c t u a l  c o s t s  o r  wi th  r e f e r e n c e  t o  t h e  money s p e n t  on goods f o r  
d 
s a l e ,  t h e  r c l e  p layed by p r i c e  and compe t i t ion  t h e r e i n  becomes impor tant .  
From t h i s  o b s e r v a t i o n  i t  may a l s o  be s a i d  t h a t  f i r m s  i n t e r e s t e d  i n  increas- 
i n g  p r o f i t  marg ins  must have a l s o  c o n c e n t r e t e d  on t h e  p r i c e  mechanism on 
t h e  one hand, and t h e  s h a r e  of market on t h e  o t h e r .  
In  a c a s e  l i k e  t h a t  of t y r t .  p r o d u c t i o n  we c;n t h i n k  of 
s e v n r z l  c o n s t r a i n i n g  f m t o r s  n p c r a t i n g  agci .ns t  t h c  r i s e  of  
compe t i t ion .  For i n s t a n c e ,  t h e  working of c r e d i t  market ,  techno- 
l o g i c a l  i n ~ . o v a t i o n s  and a l s o  t h e  A v a i l a b i l i t y  of e x p o r t  market  a r e  a l l  
1/ f a c t o r s  t o  b e  t aken  i n t o  account .  
Keeping such f a c t o r s  i n  mind l e t  u s  look a t  t h e  o r i g i n  and develop- 
ment of t y r e  i n d u s t r y  i n . I n d i a .  
Beq inn inss  
- 
The r u b b e r  manufac tu r ing  i n d u s t r y  i n  I n d i a  was s t a r t e d  i n  1920, 
w i t h  t h e  e s t a b l i s h m e n t  of. a  g e n e r a l  r u b b e r  goods f a c t o r y  named The Dixie 
Aye Rubber Factory  Ltd. ,  i n  C a l c u t t a ;  which d i d  n o t  s u r v i v e  f o r  I o n 9  
Though the  beginnings were made i n  t h e  1 9 2 0 ' ~ ~  it was only i n  t h e  1930s 
t h a t  t h e  rubber manufacturing indus t ry  s t a b i l i z e d  on t h e  Indian scene. 
One of t h e  f a c t o r s  .which t i l t e d  the  balance i n  favour of rubber manufactu 
ing u n i t s  i n  Ind ia  was t h e  I n t e r n a t i o n a l  Rubber Regulation Agreement of &v 
1934. This  agreement which was t?,e r e s u l t  of t h e  c r i s i s  emnating from t 
world wide economic depression,  t r i e d  t o  c u r t a i l  export  of raw rubber fro1 
the d i f f e r e n t  producer coun t r i e s ;  by f i x i n g  a quota f o r  expor t s  f o r  each 
country. This  i n t u r n  c r ea t ed  circumstances favourable t o  manufacturing ot 
rubber goods, by both fore ign  and Indian companies opera t ing  i n  India. 
There r e r e  two types  of advantages t o  t h e  manufacturers of rubber 
goods i n  Ind ia  i n  t h i s  contex t .  F i r s t  of a l l ,  t h e  rubber which was avai - 
l ab l e  a s  su rp lus  over t h e  expor t  quota  were being so ld  a t  a considerably 
1 1 1  lower p r i c e  i t h i n  t h e  country.  Another f a c t o r  was t h e  a v a i l a b i l i t y  of 
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cheap labour.  Along with t hese  po in t s ,  t h e r e  seems t o  have been operating 
other f a c t o r s ,  p a r t i c u l a r l y  i n  t h e  case  of fore ign  companies inves t ing  i n  
India i n  t h e  a rea  of rubber  goods production.  
For ins tance ,  Dunlop Rubbcr Company s t a r t e d  a p l a n t  a t  Calcut ta  i n  
1936. Of t h e  f a c t o r s  which prompted it t o  take such a s t e p  was t h e  an t i -  
c ipat ion of i t s  main compe t i t o r ' s  t.ehaviour, t h a t  i s  of Good Year, and a l so  
the i n t e n t i o n  t o  g ive  s t r e n g t h  t o  t h e  f i r m ' s  l o c a l  i d e n t i t y  i n  t h e  face  of 
ld 
growing n a t i o n a l i s t  movement. Togethor with those was t h e  d e s i r e  t o  t a p  
the growing t y r e  market i n  Ind ia ,  which s t i l l  remained t o  be based upon the  
purchases of governinent i n  mid - 1930s. Another f a c t o r  seems t o  be the  
i n t e r e s t  taken t o  p re fe rences  being given t o  Indian r e g i s t e r e d  companies 
- - 
EV 
by the government of Ind ia .  How f a r  comparative p r i c e  advantages and 
cheap labour  c o s t s  played a r o l e  i s  t o  be looked a t  wi th in  t hese  favourable 
f ac to r s  too.  
I t  i s  i n t e r e s t i n g  t o  n o t e  t h a t  r u b b e r  goods i n d u s t r y  and p a r t l -  
c u l a r l y  t h e  t j r e  i n d u s t r y  s t a b i l i z e d  and grew i n  I n d i a  d u r i n g  t h e  period 
of t h e  d e p r e s s i o n  y e a r s .  For th ;s  p e c u l i a r  development two f a c t o r s  seems 
t o  be r e s p o n s i b l e .  Ope obv ious ly  was t h e  r i ' e  of t h e  government which 
he1.ped Ind ian  r e g i s t e r e d  companies t o  t a p  whatever i n c r e a s e s  i n  demand 
t h a t  o c c u ~ r c l .  Secondly I n d i a   st h?ve bcen a t  a s t a g e  of growth i n  
t r a n s p o r t a t i o n  2nd c o r . m n i c a t i o n  which providad a  h i g h e r  growth r a t e  of 
damand f o r  a c c e s s o r i e s  i n c l u d i n g  t y r e s .  F i n a l l y ,  and t o  a  l e s s e r  l e v e l ,  
t h e  improvement i n  road  c o n s t r u c t i o n  which seemed t o  have happened else- ,  
wherc and t h e r e f o r e  caused a  r e l a t i v e l y  l e s s e r  i n c r e a s e  i n  demand f o r  
M 
t y r e s  compared t o  au tomobi les ,  could  n o t  have t a k e n  p l a c e  wi th in  India  
a t  t h a t  t i m e  
The demand f o r  t y r e s  t h a t  i n c r e a s e d  a s  a f a l l  o u t  from t h e  auto- 
mobile i n d u s t r y  s a l e s  must have s t a r t e d  t o  r e g i s t e r  i n  I n d i a  a l s o  around 
l a t e  1930s.  I n  t h i s ' t h e  p u b l i c  e x p e n d i t u r e  on highways which i s  supposed 
t o  have t u r n s d  o u t  a s  3 hidden subs idy  e l sewhere  was a l s o  a p p a r e n t l y  a 
2d f a a t o r  t o  be t aken  n o t  o f .  
I n  t h e  beginning of t h b  1920s t h e r e  was a  b o o m a s s o c i a t e d  wi th  
a n t ! c i > - t l s s  z C  3 :-c~t...wm economic r e c o v e r y ,  which g o t  r e f l e c t e d  par t i -  
c u l a r l y  i; t h e  impor t s  of motor irs and c y c l e s  a1 sng o t h e r  t h i n g s .  u/ 
T h i s  boom s u s t a i n e d  o v e r  f o r  t h e  whole decade t i l l  1929 when t h o  world- 
wide slump s t a r t o d  e a t i n g  away t h e  demand f o r  i n d u s t r i a l  goods; though 
i n  t h i s  r e s p e c t  t h e  h a r d e s t  h i t  was t h e  a g r i c u l t u r i s t ,  
How f a r  compe t i t ion  between s a l e s  a g m t s  and i m p o r t e r s  of t y r e s  
and t u b e s  o p e r a t i n g  i n  I n d i a  i n  t h e  p e r i o d  b e f o r e  t h e  s t a r t i n g  o i  a 
Tyre  f a c t o r y  i s  indeed an i n t e r e s t i n g  s t o r y .  But we do n o t  have any 
r e l i a b l e  in fo rmat ion  on t h i s .  One could  on ly  say ,  t h a t  p r i c e  competitioil 
was absen t  a s  a  survey of  Motoz' T r a n s p o r t  p u b l i s h e d  i n  1935 s a y s  t h a t  
"the p r i c e  v a r i a t i o n s  i n  t y r e  makes a r e  n o t  very  cons ide rab le ' '  even a t  t h i s  
EY 
s tage  when a l l  v e h i c l e s  i n c l u d i n g  t r u c k s  were equipped wi th  pneumatic t y r e s .  
I n  t h e  p reced ing  s e c t i o n  we have seen t h e  b a s i c  backgrdund a g a i n s t  
which t h e  automot ive  t y r e  i n d u s t r y  evolved i n  I n d i a .  We s h a l l  now concen- 
t r a t e  on i t s  subsequent  e v o l u t i o n .  A n a l y t i c a l l y  from t h e  p o i n t  of view of 
competi t ion o r  l a c k  of it, t h e  e v o l u t i o n  o f  t h e  i n d u s t r y  can  b e  d i v i d e d  i n t o  
.. 
t h ree  phases.  
B r i e f l y  t h e  f i r s t  phase  i s  from e a r l y  1930s u p t o  e a r l y  1960 when 
the re  were on ly  two manufac tu r ing  f i r m s .  T h i s  was a  p e r i o d  of  r a t h e r  heavy 
concentra t ion  i n  p r o d u c t i o n .  The second phase  i s  from t h e  e a r l y  1960s t o  
t h e  mid 1970s when t h e  government l i c e n s e d  more u n i t s .  T h i s  phase  a l s o  marks 
t h e  e n t r y  of I n d i a n  f i r m s  i n t o  t h e  i n d u s t r y .  T h i s  was a  p e r i o d  of both  
competition and c o l l u s i o n .  F i n a l l y  i n  t h e  t h i r d  phase ,  which commences wi th  
the  mid !970s, we see  t h e  e n t r y  of I n d i a n  Bus iness  Houses. I t  i s  a  phase  
of vigorous compe t i t ion .  
Phase 1: 1936 -'I960 
The f i r s t  phase  b e g i n s  w i t h  t h e  y e a r  1936, when t h e  f i r s t  t y r e  p l a n t  
viz., Dunlop was e s t a b l i s h e d  i n  t h e  coun t ry .  The proximate  c a u s e s  f o r  s e t t -  
ing up of t h e  p l a n t  were seen i n  t h e  p r e v i o u s  s e c t i o n .  T h i s  phase  was chara- 
c t e r i sed  by heavy c o n c e n t r a t i o n  i n  p roduc t ion ,  namely, i n  t h e  hands of two 
manufacturers. The manuf a c t u r e r s ,  Dunlop and F i r e s t o n e  wara bo th  subs id ia -  
Ed 
r i e s  of f o r e i g n  MNCs. I n  a d d i t i o n  t o  t h e s e  two, t h e r e  were two o t h e r  
eompanies, v i z . ,  Good Year and I n d i a  Tyre and Rubber ( ITR) .  But bo th  of 
ithem were on ly  t r a d i n g  f i r m s  u s i n g  Dunlops manufactur ing  f a c i l i t y .  I n  f a c t  
h e r e  were many intercompany ar rangements  between t h e  t h r e e  f i r m s .  Good Year 
&ad arrangements w i t h  Dunlop i n  r e s p e c t  of s e v e r a l  markets ,  accord ing  t o  
which one of t h e  u n i t s  m a n u f a c t ~ r e d : ~  t y r e s  and t u b e s  f o r  t h e  o t h e r  i n  
w 
marke t s  where it had a  prominent  p o s i t i o n .  S i m i l a r l y  t h e r e  was an agre- 
z d  
between Dunlop and ITR of  t h e  same n a t u r e .  T h i s  k i n d  of  arrangement was 
a  common b u s i n e s s  r e a c t i o n  t o  t h e  economic v i c ~ s s i t u d e s  of  t h e  1930s and 
was found i n  many i n d u s t r i e s .  
The c o n c e n t r a t i o n  i n  p r o d u c t i o n  had i t s  r e p e r c u s s i o n s  on t y r e  p r i m  
T h i s  w i l l  be e v i d e n t  from t h e  f e a t u r e s  of t h e  p r i c i n g  system which p r e v a l a  
d u r i n g  t h a t  p e r i o d .  The main f e a t u r e s  of t h e  p r i c i n g  system were t h a t :  
( i )  Tyres  and t u b e s  were s o l d  a t  t h e  same p r i c e  th roughou t  
t h e  coun t ry  i r r e s p e c t i v e  of t h e  d i f f e r e n c e s  i n  t r a n s p o r t  
c o s t s  from t h e  p l a c e  of p roduc t ion ;  
(ii) There was v e r y  l i t t l e  p r i c e  d i f f e r e n t i a l  between t h e  
m a n u f a c t u r e r s  f o r  t h e  same t y p e  and s i z e  of t y r e s  and 
t u b e s ;  and f i n a l l y  a s  a  c o r o l l a r y  of ( i i )  
( iii) Competi t ion between d i f  r e r e n t  m a n u f a c t u r e r s  be ing  c a r r i e d  
o u t  on t h e  b a s i s  of q u a l i t y  and s e r v i c e  and n o t  of  p r i c e .  
The system of uni form p r i c e s  were t o  some e x t e n t  t h e  n a t u r a l  and 
i n e v i t a b l e  outcome of  t h e  o r g a n i z a t i o n  of  t h e  i n d u s t r y .  The s e r i e s  of r e 4  
p r o c a l  agreements  between Dunlop, Good Year and ITR precluded any form of 
p r i c e  c o m p e t i t i o n  between t h e s e  f i rms.  F i r e s t o n e ,  t h e  o t h e r  manufacturiKg 
company a l s o  was n o t  i n  a  p o s i t i o n  t o  engage i n  p r i c e  compe t i t ion ,  with am 
m a t e r i a l  a d v ~ n t a g e  t o  themselves .  he s p e c i f i c  r e a s o n s  f o r  t h i s  a r c  a s  
fo l lows :  
F i r s t  o f  a l l  a t  t h e  uniform p r i c e ,  F i r e s t o n e  made more p r o f i t . t h a n  
Dunlop s i n c e  i t s  c o s t  of p r o d u c t i o n  was lower t h a n  t h a t  of t h e  l a t t e r .  
i s  e v i d e n t  from ' t h e  f o l l o w i n g  t a b l e  which shows t h e  n e t  p r o f i t  and t h e  r a a  
of  p r o f i t  t o  c a p i t a l  employed of  thes'e two f i r m s  f o r  t h e  p e r i o d  1947 t o  l a  
Table  1  
Net P r o f i t  of Dunlop and F i r e s t o n e  : 1947-1953 
-- 
(RS. i n  c r o r e s )  
-- P 
DUNLOP 
- 
FIRESTCINE 
C a p i t a l  
Employed Net p r o f i t  
C a p i t a l  
employed Net p r o f i t  
F i g u r e s  i n  b r a c k e t s  i n d i c a t e  r a t i o  of n e t  p r o f i t  t o  c a p i t a l  
employed 
Source: Report on t h e  F a i r  P r i c e s  of  Rubber Tyres  and Tubes, T a r i f f  
Commission, Government of  I n d i a ,  1955, p.130. 
Secondly,  any r e d u c t i o n  i n  t h e  p r i c e s  by F i r e s t o n e  would have inva- 
&ably be matched by c o u n t e r  p r i c e  c u t s  by o t h e r  companies f o r  t h e  simple 
reason t h a t  a l l  of them had l a r g e  f i n a n c i a l  r e s o u r c e s  and were a b l e  t o  o f f -  
s e t  t h e i r  l o s s e s  i n  one market  by : > i n s  i n  o t h e r .  F i n a l l y  a l l  of them were 
making s u b s t a n t i a l  p r o f i t s  on t h e i r  e x i s t i n g  s a l e s .  Hence a p r i c e  war was 
avoidedwhich would have proved t o o  c o s t l y  t o  a l l  of them. 
I t  should be c l e a r  from t h e  above t h a t  t h e  o r g a n i z a t i o n  of t h e  indus- 
t ry  was such t h a t  t h e  p r o d u c e r s  had t o  a c t  i n  c o l l u s i o n  i n  t h e i r  own i n t e r e s t .  
S ince  p r i c e  compe t i t ion  was r u l e d  o u t  on t h e s e  grounds  t h e  one 
mechanism by which i n d i v i d u a l  manufao tu re r s  cou ld  seek t o  expand t h e i r  
respective market  s h a r e s  was on t h e  b a s i s  of c o m p e t i t i v e  c l a i m s  i n  r e g a r d  
t o  the q u a l i t y  and a f t e r  s a l e s  s e r v i c e .  T h i s  r e s u l t e d  i n  e x c e s s i v e  r e l i a n c e  
be ing  p laced  on p u b l i c i t y ,  p e r s o n a l  l i a i s o n  and s e r v i c e  a t t r a c t i o n s  of 
v a r i o u s  s o r t s  l e a d i n g  t o  a  c o m p e t i t i v e  i n c r e a s e  i n  s e l l i n g  and d i s t r i -  
b u t i o n  expenses  
2d 
p a r l a n c e ) .  
Thus t h e  
gave them q u i t e  
( o r  what i s  c a l l e d  p o s t  manufactur ing  expenses  i n  modeld 
e lement  of compet i - ion  bstween f i r m s  be ing  r a t n e r  weak, 
a  l e v e r a g e  by whj.ch t h e y  could  c o l l u d e  i n  p r i c e  f i x a t i a  
and o u t p u t  s h a r i n g .  T h i s  be ing  t h e  c a s e ,  a t  t h e  s e l l i n g  p r i c e s  f ixed 
t h e  f i r m s ,  t h e y  cou ld  a l s o  e a r n  v e r y  h i g h  p r o f i t s .  
The e x c e s s i v e  p r o f i t e c r i n g  a t t r a c t e d  t h e  a t t e n t i o n  of t h e  govena 
which t h e r e f o r e  asked t h e  T a r i f f  commission i n  1952, t o  under take  an 
e n q u i r y  i n t o  t h e  t y r e  i n d u s t r y .  Tne terms of r e f e r e n c e  of t h e  enquiry 
were : 
( i)  Whether p r i c e s  charged by t h e  t y r e  manufac tu re r s  between 
1946 and 1963 were f a i r  i n  r e l a t i o n  t o  c o s t s  
( i i)  What should b e  t h e  f a i r  p r i c e s  of t y r e  and t u b e s  manufact- 
by e x i s t i n g  p roducers  
The commission found t h a t  p r i c e s  of t y r e s  and t u b e s  cha rged  by 
f i r m s  were e x c e s s i v e  i n  r e l a t i o n  t o  c o s t s  and ~ d o p t i n g  t h e  c o s t  of pro$ 
t i o n  of Dunlo? f o r  t h e  p e r i o d  Apr i l  - June 1955, it recommended a  f a i r  
p r i c e .  They a l s o  recommended a fo ,nula  f o r  p r i c e  e s c a l a t i o n  t o  cover 8 
r i s e  i n  c o s t  of p r o d u c t i o n .  I t s  r e p o r t  which was submit ted  i n  1955 was 
accep ted  by t h e  government. The p r i c e s  f i x e d  a s  p e r  formula where t o  II 
till 1957. But i n  p r a c t i c e  they remained i n  f o r c e  till 1963. 
However t h e  most s i g n i f i c a n t  recommendations of t h e  commissionm 
t h e  measures t o  i n c r e a s e  t h e  degree  of compe t i t ion  i n  t h e  market .  For 
t h i s  it sugges ted  t h a t  s p e c i a l  a s s i s t a n c e  should be o f f e r e d  t o  Indian 
e n t e r p r i s e s  wish ing  t o  e n t e r  t h e  f i e l d ,  e i t h e r  independen t ly  o r  i n  co1.l 
r a t i o n  wi th  f o r e i g n  f i r m s .  With t h i s  we e n t e r  t h e  second phase i n  t h e  
h i s to ry  of t h e  t y r e  manufac tu r ing  i n d u s t r y .  
Phase 11: 1960 - 1974 
The commencement of t h e  second phase  roughly  cor responds  t o  t h e  
beginning of t h e  Third  Five  Year P lan .  I n  v iew of t h e  s h o r t f a l l  i n  t h e  
Supply of t y r e s  compared t o  t h e  demand f o r  it and due  t o  t h e  c o l l u s i v e  
prac t ices  9f t h e  e x i s t i n g  p roducers  which r e f l e c t e d  i n  terms of abnormal 
pr ices  i n  r e l a t i o n  t o  c o s t s ,  t h e  need was f e l t  f o r  expanding t h e  p r o d u c t i o  
base. L icens ing  of new u n i t s  r a t h e r  t h a n  a l lowing  t h e  e x i s t i n g  u n i t s  t o  
expand was accep ted  a s  t h e  b e s t  p o l i c y ,  a s  it would i n j e c t  a  nod icun  of 
oompetitivencss i n t o  t h e  i n d u s t r y .  However t h i s  was soon t o  be proved 
false.  
The t a r g e t  f o r  t y r e s  f o r  t h e  Th i rd  f i v e  y e a r  p l a n  p e r i o d  was f i x e d  
a t  3 mil l ion .  And subsequen t ly  f i v e  new u n i t s  were l i c e n s e d .  Of t h i s ,  
'God Year and Ceat  were s u b s i d i a r i e s  of f o r e i g n  MNCs and t h e  remaining 
Bhree (premier ,  MRF and ~ n c h e k )  were Ind ion  companies w i t h  f o r e i g n  t e c h n i c s  
The e n t r y  of  t h e s e  new f i r m s  and e s p e c i a l l y  t h e  Ind ian  f i r m s  
p w l t e d  i n  c e r t a i n  degree  of compe t i t ion  i n  t h e  market .  T h i s  was under- 
Bandable a s  a l l  t h e s e  f i r m s  be ing  new and e s p c c i a l l y  t h e  Ind ian  f i r m s  had 
m h e r  c a p i t a l  inves tmen t s  compared t o  t h e  o t h e r s .  Being n o v i c e s  i n  t h e  
weld, they p r e f e r r e d  t o  a c t  on t h e i r  own i n  m a t t e r s  of p r i c e  and ou tpu t  
&isions and a n t i c i p a t i n g  improved supply  p o s i t i o n ,  government l i f t e d  
- 
m . ~ e  con t ro l  i n  December 1963. Though no formal  p r i c e  c o n t r o l  was r e i n -  
mduced t h e r e a f t e r ,  a  gent leman 's  agreement was reached between government 
the r e p r e s e n t a t i v e s  of t h e  i n d u s t r y ,  whereby t h e  i n d u s t r y  v o l u n t a r i l y  
m c d  t o  ma in ta in  t h e  p r i c e  l e v e l  and t o  c o n s u l t  t h e  government i f  any 
m c e  r i s e  was contempla ted .  The system worked w e l l  between 1963 and 1968. 
I n  t h a t  y e a r  c o n d i t i o n s  began t o  emerge making t h e  manufac tu re r s  t o  
r e c o n s i d e r  t h e i r  p o s i t i o n s  on p r i c e  and o l l tput  d e c i s i o n s .  S p e c i f i c a l l y  
t h i s  meant whether o r  n o t  t o  a c t  i n  c o l l u s i o n  t o  a r r i v e  a t  a  consensus ofl 
t h e s e  d e c i s i o n  v a r i a b l e s .  We w i l l  e l a b o r a t e  upon t h e  so  c a l l e d  l t f ac i l i t [  
t i n g  market  c o n d i t i o n s "  below, which drew even t h e  Ind ian  manufacturers  
- 
i n t o  t h e  purview of consensus .  
The t o t a l  i n s t a l l e d  c a p a c i t y  of a l l  t h e  t y r e  u n i t s  i n  t h e  country, 
i n c l u d i n g  t h o s e  a l r e a d y  i n  e x i s t e n c e  and t h o s e  which were l i c e n s e d  afresd 
and came i n t o  p roduc t ion  d u r i n g  t h a t  t ime  amounted t o  2.5 n i l l i o n .  !it 80% 
of c a p a c i t y  u t i l i s a t i o n ,  t h e  a c t u a l  p r o d u c t i o n  was o n l y  2 m i l l i o n .  How- 
e v e r  wi th  t h e  i n c r e a s e d  p r o d u c t i o n  of  v e h i c l e s ,  t h e  r equ i rement  of tyres  
reached around 4 m i l l i o n .  The consequent  market  c o n d i t i o n s  i n d u c ~ d  the 
manufac tu re r s  t o  c o l l u d e  i n  p r i c e  f i x i n g  and o u t p u t  s h a r i n g .  
I n  t h i s  c o n t e x t  it i s  impor tan t  t o  d i g r e s s  a  b i t  i n t o  t h e  theoretia 
c a l  e x p l a n a t i o n s  f o r  t h i s  k ind  of a  c o l l u s i v e  behaviour  a s  opposed t o  otm 
o p t i o n s  a v a i l a b l e  t o  t h e  manufac tu re r s .  
One way of a v o i d i n g  t h e  u n c e r t a i n t y  a r i s i n g  from o l i g o p o l i s t i c  
in te rdependence  i s  t o  e n t e r  i n t o  c o l l u s i v e  agreements.  There a r e  two ma% 
t y p e s  of c o l l u s i o n ;  c a r t e l s  and p r i c e  l e a d e r s h i p .  Both forms g e n e r a l l y  
imply formal  ( w r i t t e n ;  o r  t a c i t  ( s e c r e t )  agreements.  However open c o l l u ~  
s i v e  a c t i o n  i s  commonly i l l e g a l  i n  most c o u n t r i e s  a t  p r e s e n t .  Successfuu 
c o l l u s i o n  encourages  o l i g o p o l i s t i c  c o o r d i n e t i c n  by s t r e n g t h e n i n g  t h e  
p a r t i c i p a n t s  f i n a n c i a l l y .  Once most f i r m s  i n - t h e  i n d u s t r y  have gained 
s u f f i c i e n t  f i n a n c i a l  s t r e n g t h ,  p r i c e  wars and v i g o r o u s  compe t i t ion  offer  
few rewards .  Higher  r e t u r n s  can be o b t a i n e d  by formal o r  t a c i t  co-operai 
t i o n .  O l i g o p o l i s t i c  c o o r d i n a t i o n  i s  a l s o  f o s t e r e d  by t h e  exchange of inn 
mat ion t h a t  t a k e s  p l a c e  d u r i n g  c o l l u s i o n .  
The I n d i a n  t y r e  i n d u s t r y  c o n s i s t i n g  of soven f i r m s  d u r i n g  t h i s  
phasc can q u i t e  j u s t i f i a b l y  be  c h a r a c t e r i s e d  a s  a  c a r t e l  w i t h  formal  
or w r i t t e n  collusion. We w i l l  s u b s t a n t i a t e  t h i s  below. 
There used  t o  be a  fo rma l  and w r i t t m  c o l l u s i v c  agreement  between 
the manufac tu re r s .  Tho agreement  was known cis "The Gcnernl Code of 
Conduct For Members of t h e  Automotive Tyre I n d u s t r y  of 1ndj.a". T h i s  was 
a c o m p r ~ h e n s i v c  agreement  which r e s t r i c t e d  t h e  membcrs from a c t i n g  on 
t h e i r  own i n  m a t t e r s  of p r o d u c t i o n ,  s e l e c t i o n  of cus tomers ,  t e r m s  and con- 
d i t i o n s  o f  s a l e ,  mode of  t r a n s p o r t  and t h e  p r i c e s  of  t y r o s .  I t  a l s o  pro- 
vided f o r  l i m i t i n g  t h e  o u t p u t  and r a n g e  of p r o d u c t i o n  of t y r c s  i n  a 
mutually ag reed  manner. T h i s  e l a b o r a t e  agreements  t h u s  e f f e c t i v e l y  prc-  
cluded any meaningful  c o m p e t i t i o n  between t h e  f i r m s .  For a l l  p r a c t i c a l  
purposes i t  f u n c t i o n e d  a s  a  c a r t e l .  
T h i s  however d i d  n o t  p roceed  w i t h o u t  i n t e r r u p t i o n .  I n  1971, t h e  
Regis t ra r  of  K e s t r i c t i v c  Trade  p r a c t i c e s  of t h e  t h e n  newly formed lv'ionopolies 
and R e s t r i c t i v e  Trade  P r a c t i c e s  Commission i n s t i t u t e d ,  on i t s  own, an 
inquiry i n t o  t h i s  a l l e g e d  c a r t e l i s a t i o n  by t h e  t y r e  companies.  I n c i d e n t a l l y  
t h i s  was t h e  f i r s t  RTP i n q u i r y  conducted  by t h e  MRTPC s i n c e  it was formed 
i n  1971. The commission commenced i t s  i n q u i r i e s  i n  e a r l y  1972. 
Though between 1968 and 1973, t h o  rnanufac tu rc r s  were n o t  a l lowed 
t o  i n c r e a s e  p r i c e s ,  t h e  ' fgreement '  he lped  them t o  b r i n g  about  manipula- 
t ion  of p r i c t ? s  and c o n d i t i o n s  of d e l i v e r y .  I n  N o v o ~ b e r  1973; however, 
they announced a j o i n t  p r i c e  h i k e  on grounds  of i n c r e s s - s  i n  c o s t  of 
production. However t h e  government r e a c t e d  s h a r p l y  and imposed s t a t u t o r y  
control  on p r i c e s  and compel led  t h e  i n d u s t r y  t o  r e v e r t  t o  pre-November 
1968 p r i c e s .  
In  1974 government dec ided  t o  d e c o n t r o l  t h e  p r i c e s .  The reason 
f o r  t h i s  change i n  p o l i c y  was s t a t e d  t h u s :  "The d i f f i c u l t i e s  of enfor-  
c i n g  p r i c e  c o n t r o l  on end-product a t  a  t ime when t h e  p r i c e s  and a v a i l a -  
b i l i t y  of e s s e n t i a l  raw m a t e r i a l s  f o r  t h a t  p roduc t  were f l u c t u a t i n g  a r e  
we l l  known. Under t h e s e  c i r c l l m s t m c e s ,  governmcnt have dec ided  t h a t  
formal p r i c e  c o n t r o l  imposed i n  November 1973 on c e r t a i n  c a t e g o r i e s  of 
t y r e s  and t u b e s  should  be withdrawn and c o n d i t i o n s  c r e a t e d  f o r  augument- 
i n g  p r o d u c t i o n  r a t h e r  than r e f i x i n g  ~ r i c e s  now and r e v i s i n g  them f u r t h e r  
& 
e t  s h o r t  i n t e r v a l s  i n  r e sponse  t o  t h e  changes  i n  raw m a t e r i a l  p r i c e s " .  
The " c o n d i t i o n s  f o r  eugmenting p roduc t ion"  r e f l e c t e d  i t s e l f  i n  
t e rms  of g r a n t i n g  a s  many a s  14 l e t t e r s  of i n t e n t .  : < i t h e r t o  most of thesfl 
have n o t  been conver ted  i n t o  l i c e n s e s .  Lcck of adequate  f i n a n c i a l  resour-! 
w 
c e s  hnve been i d e n t i f i e d  a s  t h e  main reason .  Meanwhile t h e  e x i s t i n g  
p r o d u c e r s  have a l l  o b t a i n e d  f u r t h e r  endorsements of t h e i r  l i c e n s e s  f o r  
s u b s t a n t i a l  expansion.  I n  a d d i t i o n  t h e y  were a l s o  a l lowed t o  exceed their1 
r e s p e c t i v e  l i c e n s e d  c a p a c i t i e s  by 25 p e r c e n t  i f  t h e y  have t h e  r e q u i s i t e  
e x t r a  i n  b u i l t  c a p a c i t y  o r  t h e  same can be reached by t h e  i n s t a l l a t i o n  of 
b a l a n c i n g  equipments. In  s h o r t  t h e  governments e f f b r t  t o  i n c r e a s e  t h e  
i n s t a l l e d  c a p a c i t y  was, by and l a r g e ,  t aken  advantage by t h e  e x i s t i n g  
p r o d u c ~ r s  themselves .  T h i s  he lped them t o  c o n t i n u e  t h e i r  c o l l u s i v e  practia 
though q u i t e  t a c i t l y  i n  v iew of t h e  ongoing (MRTPC) enqu i ry .  Another 
s e v e r e  j o l t  t o  them was from one of t h e  r e c e p i e n t s  of t h e  l e t t e r  of i n t e n d  
M/S. Modi I n d u s t r i e s  Ltd . ,  c o n v e r t i n g  it i n t o  a l i c e n s e  and d e c i d i n g  t o  
e n t e r  t h e  market .  The e n t r y  of  t h e  Modis, t h e  f i r s t  Ind ian  Business  House 
t o  e n t e r  t h e  t y r e  i r idus t ry ,  h a s  comple te ly  a l t e r e d  t h e  working of t h e  
I n d u s t r y  and with t h i s  we e n t e r  t h e  t h i r d  o r  t h e  l a t e s t  phase  i n  t h e  evolui 
t i o n  of t h e  i n d u s t r y .  
Phase 111: 1975 t o  1984 
The c h a r a c t e r i s t i c  f e a t u r e s  of t h i s  phase  a r e  t h e  e n t r y  of Indian  
bus iness  houses  i n t o  t y r e  manufactur ing  and t h e  r e s u l t a n t  compe t i t ive  
s t r u g g l e  i n  t h e  i n d u s t r y  and t h e  v e r t i c a l  and h o r i z o n t a l  i n t e g r a t i o n s  
which have shown i t s e l f  i n  r i s i n g  c o n c e n t r a t i o n .  S i m ~ l t a n e o u s l y  we a l s o  
see t h e  e x i t  of impor tan t  MNCs l i k e  Dunlop, Ceat ,  and F i r e s t o n e .  The 
indus t ry  i s  i n  a  con t inuous  success ion  of khangas, a l l  having t h c t r  impact 
on t h e  s t a t e  of i n t r a  i n d u s t r y  compe t i t ion .  
The Modis s t a r t e d  t h e i r  commercial a c t i v i t i e s  i n  l a t e  1974. qdithin 
a  period of two y e a r s  o r  so i e. ,  by 1977 they  were a b l e  t o  ach ieve  a  
s i g n i f i c a n t  s h a r e  of t h e  market ,  and became a  f o r c e  t o  be reckoned wi th .  
Being a  new e n t r a n t ,  Modis found t h a t  it was n o t  i n  t h e i r  i n t e r e s t  
i n  jo in ing  t h e  c a r t e l .  T h i s  i s  because  a s  a  r e s u l t  of t h e  s e l l e r s '  market 
which p r e v a i l e d  dur ing  t h e  p e r i o d  1968 t o  1974, t h e  e x i s t i n g  manufac tu re r s  
did not  f a c e  any problem a t  a l l  i n  market ing  whatever t h e y  produced. 
Quality was t h e r e f o r e  g iven  o n l y  l e a s t  importance.  Not much of enthusiasm 
was shown by t h e  e x i s t i n g  m a n u f a c t u r e r s  i n  g i v i n g  e f f e c t  t o  t h e  impor tan t  
technological  changes  t h a t  have been t a k i n g  p l a c e  i n  t y r e  des ign  and 
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manufacture and s p e c i f i c a l l y  i n  t h e  i n t r o d u c t i o n  of Nylon t y r e s .  Sensing 
the mood of  t h c  market ,  t h e  Modis came o u t  w i t h  a  p roduc t  which was tech-  
nologica l ly  s u p e r i o r .  Coupled w i t h  an independent  and e f f e c t i v e  s a l e s  
n e t  work ( a s  opposed t o  t h e  u n i f o r n  d i s t r i b u t i o n  p c l i c y  of  t h e  c s r t e l )  
it was n o t  d i f f i c u l t  f o r  them t o  make deep i n r o a d s  i n t o  t h e  market.  
The i m p r e s s i v e  rise of t h e  Modis i s  a l s o  sometimes a t t r i b u t e d  t o  
thejr  t a k i n g  f u l l  advantage  of t h e  v a r l  ous  c o n c e s s i o n s / r e l i e f  s extended 
by the c e n t r a l  and s t a t e  governments and s t r e a m l i n i n g  of t h e i r  o p e r a t i o n s  
for achieving h i g h e r  p r o d u c t i o n  e t c .  2v 
The Modis were soon f o l l ~ w e d  by J . K .  ( ~ i n ~ h a n i a  group) and lip0110 
( ~ a u n a ~  group)  i n  1977. To t a k e  advantage of t h e  r i s i n g  dcmmd f o r  two 
wheeler  and t h r e e  wheeler  t y r e s ,  F2lcon t y r e s  cane  up i n  1975, f o r  t h e  
e x c l u s i v e  manufacture cf  t h e s o  i tems.  It i s  i n t e r e s t i n g  t o  n o t e  t h a t  i t  
came up i n  technical c o l l a b o r a t i o n  wi th  MRF - t h e  f i r s t  c a s e  of horizontal 
t r a n s f e r  of technology i n  t h e  i n d u s t r y .  F i n a l l y  Vikran t  Tyres  was s e t  up 
i n  1980 manufactur ing  d i f f e r e n t  k i n d s  of t y r ~ s .  I t  was a l s o  t h e  f i r s t  
t v r e  company i n  t h e  j o i n t  s e c t o r .  
Meanwhile t h e  MRTPC e n q u i r y  was complc-tcd i n  1976. The commission 
found s u f f i c i e n t  ovidence  f o r  c a r t e l i s a t i o n  and hecce  passed  a  "ccase and 
d c s i s t "  o r d e r  a g a i n s t  t h e  t y r e  companies. Th i s  l e d  t o  t h e  formal bro?kiQ 
up of t h e  c a r t e l .  By t h i s  time wi th  t h e  s t r o n g  c h n l l e n g e  provided by the 
Modis znd wi th  t h e  i n c r e a s e  i n  t h e  number of new f i r m s ,  we see  a  phase of 
r a t h e r  v i g o r o u s  compe t i t ion .  Modis soon emerged a s  t h e  p r i c e  l e a d e r ,  
b e a t i n g  even well  e s t a b l i s h e d  names l i k e  Dunlop. 
The t y r e  i n d u s t r y  d u r i n g  t h e  l a t e  1970s and c a r l y  1980s a f f o r d s  
a  c l a s s i c  examplo of p r i c e  l e a d e r s h i p  used t o  e s t a b l i s h  a p r i c e  s t ruc tu re  
which tended t o  y i e l d  co:lusive p r o f i t s .  The Big Four ( v i e . ,  Modi, Dunlofl 
Ceat  and MF;F), s e l l i n g  from 73 t o  73 p e r c e n t  of i n d u s t r y  o u t p u t ,  c l e a r l y  
r ecogn ized  t h e i r  mutual in te rdependence .  A h i g h e r  i n s t a l l e d  c a p a c i t y  thab 
t h e  p r o j c c t e d  dcmand f o r  a l l  k i n d s  of  t y r e s  made l i c e n s i n g  of ncw u n i t s  
d i f f i c u l t  t o  j u s t i f y .  It should  a l s o  be borne  i n  mind t h a t  l i c e n s i n g  
remains  t o  be t h e  main b z r r i e r  t o  e n t r y  i n  t h e  I n d i a  manufactur ing  sector4 
There i s  no s u b s t i t u t e  f o r  t y r e s ,  2nd s o  t h e  t y r e  manufacturers enjoyed 
a  c e r t a i n  degrcc  of  d i s c r e t i o n  i n  choosing t h e  p r i c e  o f  t h c i r  product .  
However t h i s  p r o p o s i t i o n  is  s u b j e c t  t o  c e r t a i n  c o n d i t i o n s .  The 
demand f o r  t y r e s  o r i g i n a t e s  from two k i n d s  of markets ;  o r i g i n a l  equipment 
and replacement,  w i t h  t h e  former c o r . s t i l a t i n g  '93 and t h e  l a t t e r  2/3 
of the t o t a l  demand. Because of t h e  h igh  p r i c e  of t y r e s ,  consumers i n  
tha replncement market  and e s p e c i a l l y  t h o s e  f o r  Fasscnger  c a r  t y r e s ,  
have been i ; l c r e a s i n g l y  t u r n i n g  t h e i r  a t t e n t i o n  t o  r e t r a d i n g  t h e i r  o l d  
t y r e s  t.han purchas ing  a  nsw one. There a r e  of c o u r s e  d e f i n i t  l imi ts  t o  
which a t y r e  can be r e t r a d e d .  But t h e  l a t e s t  developments i n  r e t r a d i n g  
technology and especial!.y t h e  co ld  p r o c e s s  p recured  r e t r e a d j n g  systems, 
have c o n s i d e r a b l y  enhanced t h e  r e t r e a d i b i l i t y  f a c t o r  ~ n d  migh t s  i n  t h e  
years  tocmio  pose c s e r i o u s  c h a l l e n g e  t o  t h o  demand foi' new t y r e s  from 
the replacement market .  
I n  t h e  1 9 8 0 ~ ~  t h e  i n d u s t r y  i s  once aga in  i n  a  s t a t e  cf  f l u x  -- 
changes which a r e  a l t e r i n g  t h e  s t r u c t u r e  of t h e  i n d u s t r y .  
Inchek Tyres ,  one of t h e  t h r e e  Ind ian  f i r m s  which came up dur ing  
the second phase r a n  i n t o  severe  manager ia l  and ' t echn ica l  d i f f i c u l t i r e s  
which f i n a l l y  r e s u l t e d  i n  i t s  n a t i o n a l i s a t i o n  by t h e  c e n t r a l  government. 
Now known a s  t h e  Tyre Corpora t ion  of I n d i a ,  i t  has  become t h e  f i r s t  p u b l i c  
sector  company i n  t h e  i n d u s t r y .  D i s s a t i s f t e d  wi th  t h e  p r o v i s i o n s  of t h e  
FERA and due t o  t h e  d i f f i c u l t  f i n a n c i a l  p o s i t i o n  of i ts  p a r e n t  f i rm,  
Firestone decided t o  s e l l  o f f  i t s  I n d i a n  s u b s i d i a r y .  I t  was acqu i red  by 
the tlodis i n  1981 and by v i r t u e  v~f t h i s  it s a s  a b l e  t o  c o n t r o l  approximatc:ly 
25 porccnt  of  t h e  market ,  
In t h e  same y e a r  Ceat  was t a k e n  over  by t h e  Goenkas -- a  C a l c u t t a  
based b u s i n e s s  house, which h a s  a c q u i r e d  a  r e p u t a t i o n  f o r  t a k e  o v c r s  i n  
the country .  Very r e c e n t l y  t h e  Goankas have taken over  Dunlop also and 
consequently t h e y  have m e r g e d  a s  t h e  l a r g e s t  group i n  t h e  i n d u s t r y ,  con-. 
t r o l l i n g  about  60 p e r c e n t  of t h e  market  which would iwan t h a t  t h e  conccn- 
t ra t ion  i n  t h e  i n d u s t r y  i s  once a g a i n  on t h e  i n c r e a s e .  
The Goenkas have a l s o  c o n t r o l l i n g  i n t e r e s t s  i n  a  number of 
r e l a t e d  i n d u s t r i e s  l i k e  Carbon b lack ,  Nylon t y r e  co rd ,  Beadwire, Tube 
v a l v e s  and Tyre M a c h i ~ e r y .  A l l  t h e s e  w i l l  have impor tan t  i m p l i c a t i o n s  
f o r  t h e  f u r t h e r  growth of t h i s  group and might  pose a  s e r i o u s  t h r e a t  
t o  Mo'dis i n  w r e s t i n g  t h e  l e a d e r s h i p .  
The fo l lowing  t a b l c  g i v e s  3 p i c t u r e  of t h e  p r e s e n t  s t r u c t u r e  
of  t h e  i n d u s t r y .  
Table  2  
S t r u c t u r e  of t h e  I n d i a n  Tvre I n d u s t r ~  ( A s  on 31.12.1983) 
- P - - ---- 
'lo Name of t h e  f i r m  No. of Licensed ~ G t a l l e d  Actual No. p l a n t s  c a p a c i t y  c a p a c i t y  p r o d u c t n  
( I )  (2) ( 3 )  ( 4 )  (5) 
------ - - - -. .-I- ( 6 )  
(1n l a k h  N O S )  
1 .  t)unlopa 
b  
2 .  I n d i a  Tyre 8 Rubber 
C 
3 .  Ceat 
4 .  Bombay Tyre I n t e r n a -  
t i o n a l   irest stone) 
5. Modi Rubber 
6 .  MRF 
7. Good Year 
8. Premie r  
Contd. . . . . ,. 
9. J . K .  I n d u s t r i e s  
11. Vikran t  
12. Tyre Corpora t ion  of 
I n d i a  ( ~ n c h e k )  1  5 . 0 0  5.50 
(3 .17)  ( 4 . 2 8 )  
f  
13. Falcon 1  12.00 8.00 
(7.61) (5 .22)  
14. S r i c h a k r a  9 
Nota: F i g u r e s  i n  b r a c k e t s  i n d i c a t e  p e r c e n t a g e  s h a r e  of t h e  t o t a l .  
Taken o v e r  by Goenka - Chhabria team i n  December 1984. 
Wholly owned s u b s i d i a r y  of Dunlop I n d i a .  Uses D I L ' s  manufactur- 
i n g  f a c i l i t y .  
S ince  1961 under t h e  management of t h e  Goenkas. 
B T I  i s  former F i r e s t o n e .  S ince  1981 t h e  managemfnt of t h e  Modis 
A second p l a n t  wi th  a c a p a c i t y  of 8.25 l a k h  nos.  i s  t o  be s e t  up 
i n  G u j a r a t .  
Manufacture only  2/3 wheeler  t y r e s  
Manufecture o n l y  2/3 wheeler  t y r e s .  Commercial p roduc t ion  
commenced i n  November 1983. 
P r o j e c t  under  i m ~ l e m e n t a t i o n .  Expected t o  conunence commercial 
p roduc t ion  by Ju ly  1985. Manufacture o n l y  2/3 wheeler  t y r e s . '  
Source: , e l  Repor t s ,  Automotive Tyre Manufacturers '  Assoc ia t ion ,  
Assocham P a r l i a m e n t a r y  Diqes t .  
I t  should  a l s o  bs msntioncd t h a t  Kesoram I n d u s - t r i c s  and c o t t o n  
Mills, a  B i r l a  concern;  h a s  a l s o  secu red  an i n d u s t r i a l  l i c e n s e  f o r  t h e  
manufac tu re  of onc m i l l i o n  t y r e s  and t u b e s .  But  t h c  ? ro jc .c t  i s  yet to 
b e  imclemented. 
c  sz-~c t h a t  t h e  g o v ~ r n r n e n t  h a s  t r i e d  t o  d ~ c o n c c n t r a t s  t h e  industrfl 
main ly  by l i c e n s i n g  more u n i t s .  However t h e  c o l j u s i v ?  p r a c t i c e s  and off 
l a t e  t h e  h o r i z o n t a l  i n t e g r a t i o n s  h a v ~  c f f e c t i v c l y  n : x t r a l i s c d  t h i s  policf 
The r e s u l t  h a s  bcen t h a t  t h e  c o n c e n t r a t i o r ,  i n  t h c  i n d u s t r y  vrhich had 
d e c l i n e d  f o r  a  w h i l e ,  s s p o c i a l l y  i n  t h o  e a r l y  p a r t  of t h c  second phase,  
i s  once a g a i n  on t h e  i n c r c a s c .  Another i m p o r t r n t  f c s t u r e  i s  t h e  e x i t  of 
some of t h e  o r i g i n a l  and wcl l  known MNCs l i k e  Dunlop, F i r c s t o n c  and Ccat. 
Howover t h i s  h a s  t o  be seen i n  t h e  c o n t e x t  of  t h c  s e v e r e  r e c e s s i o n a r y  
c o n d i t i o n s  o b t a i n i n g  i n  t h c  Western t y r e  i n d u s t r y  and t h e  consequent  
impact  of  i t  on t h e  o p e r a t i o n s  of t h e i r  r e s p e c t i v e  p a r m t  f i r m s .  
Thc su rvey  g i v e n  abovo g i v e s  u s  somc i n t e r e s t i n g  i n s i g h t s  i n t o  the1 
s i t u a t i o n  on t o  which t h e  I n d i a n  t y r e  i n d u s t r y  n a s  cvo lvcd .  F i r s t  of a l l  
t h e  c i r c u m s t a n c e s  of  i t s  o r i g i n ,  ic t h e  m i d s t  of t h c  v i c i s s i t u d a s  of t h o  
Depress ion  become a  ma jo r  d o t c r m i n a n t  f a c c o r  i n  i t s  l a t c r  b c h a v i o u r a l  
p a t t e r n s .  The v i c i z s i t u d e s  of t h e  t i m e s ,  a long  wi th  t h e  h igh  conccntra-  
t i o n  i n  p r o d u c t i o n ,  f o r c e d  t h e  f i r m s  t o  adop t  a s t r n t e g y  of c o l l u s i o n  
r a t h a r  t h a n  opcn competition. T o g e t h e r  w i t h  t h i s  t h o i r  s c c z n t  on p o s t  
s a l e s  s e r v i c e s  o t c .  caused  t h e  h i g h  i n c i d e n c e  of ' p o s t  menufzc tu r jng  
e x p e n s e s ' .  T h i s  l e v e l  of  e x p e n d i t u r e ,  h a s  t h u s  a h i s t o r i c a l  o r i g i n .  
Even when I n d i a n  f i r m s  w i t h  l o c a l  f i n a n c i a l  back ing  and f o r e i g n  
t e c h n i c a l  c o l l a b o r a t i o n  e n t e r e d  t h e  s c e n e  and d i d  o p e r a t e  f o r  a t i m e  
on t h e i r  own, t h e  l e v e l  of c o m p e t i t i o n  d e s i r c d  by th.2 government and 
t h e  consumers cou ld  n o t  b e  ma in ta ined*  I n s t e a d  t h e r e  was t h e  forma- 
t i o n  of a  c a r t e l .  
I n  more r e c e n t  times t h e  e n t r y  of I n d i a n  Bus iness  Houses i n t o  
t y r e  p roduc t ion  h a s  f o r  t h s  f i r s t  time b r o k m  t h e  c o n s t r a i n t s  of 
c a r t e l i s e t i o n  and c o l l u s i o n  most d e c e s i v e l y ,  though o n l y  f o r  a  s h o r t  
per iod ,  say botwmn 1974 and 1977. Yet  on t h o  c o n t r a r y  we have a l s o  
seen growing c o n c c n t r ~ t i o n  of t h e  market  s h a r e  i n t h c  hands of two 
bus iness  houses ,  l e a d i n g  t o  c o n d i t i o n s  which c o u l d  c o n s t r a i n  f u r t h e r  
competition. 
Se 3 Tar i f f  Commi s s i  on 
- ~ ~ ~ . ~ t - ~ , - t ~ e  f . a ~ ~ r ~ . c ; . s ~ ~ - r ~ & b c t : ~ r ~  
and t u b e s ,  Government of I n d i a ,  Bombay, 1955, p ,  137. 
See Rnyonlds, Lloyd G. "Competi t ion i n  t h e  Subber T i r e  I n d u s t r y " ,  
The . 'merican Economic Review, Vo1.28, No.3, 1983, pp. 4'39-458. 
. -. - - - -- - - . -- -.-- 
Sen i3r i n s t a n c e ,  Woedruff. William. "Growth of  t h c  Rubber Indus t ry  
o f  G r e a t  D r i t a i n  and t h e  Uni ted  S t a t e s " ,  Ti~cJqurnsl-of Economic 
J i i ~ t o r y ~  Vol. 15 ,  N o ~ h 9  1955v pp. 376-391, wherein we g e t  a  desc r ip -  
t i o n  of s i m i l a r  di:vclopment c l s e w h e r e ,  
T h i s  l i n o  of t h e o r i z i n g  was p r e l i m i n a r i l y  s u b s t a n t i a t e d  wi th  a  study 
of  t h e  au tomobi lu  marke t  i n  t h s  Un i t ed  S- tc tes . .  (Sce  L a n c ? r t o r ,  
Ke lv in .  Consurnor Demmd, A New Approach, Co1u:zbia U n i v e r s i t y  P r c s s ,  
-New ~ o r k , m X t  i s l o q i c a l l v  u c s s i b l ~  t k ~ a t  such a s s u ~ ~ t i o n s  will 
- . . 
ho ld  good i n  t h e  c a r e  o f  t y r e s  a s  w e l l ,  r e f l e c t i n g  some of t h c  specie1 
a s p e c t s  of dsmand i n  an advanced consumer s o c i e t y  such a s  c h o i c e s  
nade  on t h e  b e s i s  of p r o d u c t  v a r i a t i o n s  and  d i f f e r e n t i n t e s ,  model 
chanycs  a t e .  
T h i s  seems t o  bc r e f l e c t e d  i n  t h e  f a c t  t h a t  e x c e p t s  f o r  t h e  c n s c  of 
c a r s  and two-wheelers t o  some e x t e n t ,  o t h c r  v c h i c l o  owxers do n o t  socm 
t o  show m y  d i s c e r n i b i e  consumer ' s  l o y a l t y  t o  t h e  o r i g i n a l  t y r i .  brand 
f i x e d  on t o  t h e  v e h i c l e .  E s p e c i a l l y  i n  th ;  c a s e  of l e r g o  Truck owners 
and F2otor T r a n s p o r t  u n d e r t a k i n g s  t e c h n i c e l  c o n s i c l e r a t i o n s  seems t o  be 
t h o  d e c i d i n g  f a c t o r  i n  t h e i r  d e c i s i o n  t o  choose on; t y r e  o r  ano thc r .  
Lunsh i ,  M.C. I n d u s t r i a l  p r o f i t s  i n  I n d i a ,  1936 - 1944, Research 
-
Dcpartmcnt ,  FICCI, Nuw D e l h i ,  1948, Ch. X I .  
Scc f o r  instance, H a r r i s o n ,  i1.E. "The Compc t i t i vaness  of t h e  B r i t i s h  
Cyclc  I n d u s t r y ,  1950 - 1914", Economic H i s t o r y  Review, Vol.XXI1, 1969, 
-- 
pp. 289 - 303. 
Sec T a r i f f  Conmission: Fc_ep3rt on t h e  Revikion of P r i c e s  of  Raw Rubher, 
Gc-~crnmcnt  of I n d i a ,  Bombay, 1962, p .47 .  T h i s  r c p o r t  a l s o  g i v e  infor-  
mation on o t h e r  e a r l y  r u b b e r  n a n u f a c t u r i n g  i n d u s t r i e s  i n c l u d i n g  t h e  
Bengzl ; in te rproof  Works >which was s t a r t e d  i n  C a l c u t t a  i r ?  1923. Thc 
D i s c i c  i<yre F a c t s r v  a u u a r c n t l v  used  raw ru!,ber :moort?d frnm t h e  
. . .  
S t r a i t s . .  See Government o f  ~ a h r a s :  Q;.vc.lopmnnt ( i 9 2 2 )  Departgent , ,  
C.O. No.292, d a t e d  28.2 '1922,  p . 8 .  
iiiost bf t h c  i n i t i a l  e f f o r t s  mzde i n  t h i s  decede  seems n o t  t o  hav;? had, 
a  s u s t a i n e d  growth .  h o n g  o t h e r  t h i n g s  t h c  l a c k  of devolopmont of a  
p o t e n t i a l  market  sscms t o  have boen t h e  main r eason  f o r  f a i l u r e  cf 
i n i t i a l  e f f o r t s .  See Governmcnt of Madras, c.0-292, o p - c l t . ,  p.7 and 
I For e d e s c r i p t i v e  accoun t  of t h e  growth of r u b b e r  good indus t ry  
c l s c w h e r e ;  s e e  Noodruff ,  Wil l iam, o p - c i t .  
Rade tzk i ,  Mariam: .International CommoatyMa-zket A r r a n q m o n t s ,  h stud1 
o f  t h o  e f f e c t s  of nost-,war commodity Aqrce'"(?n_t_s. and c m p e n s a t o r y  
- -. - -. - 
- F i ~ a n c e  Scheme?, t2 ,Hurst  arid Co., London, 197C., p .39 ,  
-- 
i i h i l e  e x p o r t  p r i c e  was around 25 p a i s e  p e r  pound domcst ic  p r i c e  
of s u r p l u s  r u b b e r  was around 10 p a i s e  p e r  pound. See Sho t ty ,  H.P.; 
Ths Tyre In&iustrv of I n d i a ,  Polymer P u b l i c a t i o n s ,  Bombay, 1976, p.12.. 
D i f f e r e n c e s  i n  wage r a t e s  a c r o s s  c o u n t r i e s  such a s  U.S.A. and O.K. 
a r e  a l s o  d i s c u s s e d  a s  a  m a t t e r  of importance i n  e x p l a i n i n g  compet i t ion  
i n  t h e  c a s e  of c y c l e  i n d u s t r y .  See Hcr r i son , 'A .E .  o p . c i t .  
Jones ,  Geoffrey.  "The Growth and Performanc? of B r i t i s h  M u l t i n a t i o n a l  
f i r m s  b e f o r e  1939: The c a s e  of Dunlop", J T c : o n o m i c  H i s t o r y  Review, 
Vo1.37, No.1, February 1984, p.50. Dcnlop dec ided  on l o c a l  manufacture 
through a  l o c a l  rupee  c a p i t a l  company i n s t e a d  s f  s e l l i n g  i t s  p r o d u c t s  
through an agency. 
I b i d .  
See Woodruff, William, o p . c i t . ,  pp.385-6 and a l s o  Gadgi l ,  D.P. and 
Gogate, L.V * '-- Survey of Motor-bus t r a n s p o r t a t i o n  i n  S i x  d i s t r i c t s  of 
t h e  Bombay P r s s i d e n c v  Gokhale I n s t i t u t e  of  F o l i t i c s  and Economics, 
Poona, P u b l i c a t i o n  No.4, 1935, Chapter  V I I  and Chapter  11, p.13. 
W e r e i n  i t  i s  s a i d  t h a t  "The road  system of t h e  t r a c t  a s  it e x i s t s  
today i s  i n  a l l  e s s e n t i a l l y  t h e  same a s  it was i n  t h e  pro-motor 
epoch". 
Fierbst, h t h o n y  F  and Joseph S.K.VN : "Some ev idence  of s u b s i d i z a t i o n :  
t h e  U.S. Trucking I n d u s t r y ,  1900-19201', .TI& Journal  of Economic 
H i s t o r y ,  Vol. 33, No.2, June 1973, pp.417-433. 
Gadgil D.R. The I n d u s t r i a l  Evolut ion  of I n d i z  in--Rcccnt Times, 
Oxford U n i v e r s i t y  P r e s s ,  Bombay, 19 p.242. 
Gadgil Do; : .  and Gogatc, L .V  , o p . c i t .  pp. 90-91 
While Dunlop was a  P u b l i c  Limi ted  Company wi th  Ind ian  m i n o r i t y  p a r t i -  
c i p a t i o n ,  F i r e s t o n c  was a p r i v a t e  l i m i t e d  company, f u l l y  (100%) owned 
by i t s  p a r e n t  f i r m ,  F i r e s t o n e  Tyre and Rubber Co., U.S.A. The F i r e s -  
t o n e ' s  p l a n t  was sc t  up i n  1939 a t  Bombay. 
In 1934, t h i s  co-opere t ion  was extended t o  a s e r i e s  of r e c i p r o c a l  
manufactur ing  agroements,  based on t h e  g e n e r a l  unders t and ing  t h a t  
wherever e i t h e r  Dunlop o r  Good Year have a  p l a n t  ( o t h e r  than i n  t h e  
USA, Canada and UK)  t h e y  w i l l  f a v o u r a b l y  c o n s i d e r  t h e  q u e s t i o n  gf 
manufacturing from t h o  o t h e r  p a r t  i n  t h a t  t e r r i t o s y .  A s  p a r t  of 
t h i s  arrangement Dunlop agreed t o  manufacture  f o r  t h e  American Company 
i n  I n d i a ,  Newzealand and i n  South A f r i c a .  I n  Argent ina ,  P e r u  and 
Sweden, Good Year have p l a n t  wherein t h e y  manufacture  Dunlop p roduc t s .  
See Jones ,  Geoff rey ,  o p . c i t . ,  ppe50-51 
I n d i a  Tyrc  and Rubber Co., df S c o t l a n d  commenccd d i s t r i b u t i n g  t h e i r  
p r o d u c t s  i n  I n d i a  through d i s t r i b u t o r s  i n  1930. I n  1938, i t  was 
i n c o r p o r a t e d  n s  an Ind ion  c o m ~ a ~ ~ ,  from which d c t c  d i s t r i b u t i o n  of 
t h e i r  p r o d u c t s  was handled  by t h e  ccmpany i t s e i f .  Though it  had 
becomc a  wholly owned subs ic l ia ry  of Dunlot, LI.K, a s  e a r l y  a s  1933, 
i t  wzs on ly  i n  19?9 t h z t  i t  became onc o 3 u n l o p  I n d i a  Limited.  
Howwer s i n c e  1978 ITR was u s i n g  Dunlop ' s  n a n u f a c t u r i n g  f a c i l i t y  
and marke t ing  t h e  p r o d u c t  through i t s  own d i s t r i b u t i o n  network. 
The t y r e  m a n u f a c t u r s r s  hzvc ~ . r e r  c 3 n s i s t e n t l y  ~ n f l a t i n g  t h e i r  s e l l -  
i n g  and d i s t r i b u t i o n  expenses ,  r i g h t  from t h e  boginning.  T h i s  was 
because  t h i s  i t e m  ,Jr what i s  currently t.:med a s  p o s t  manufscturing 
expenses  were n o t  e x c i s e a b l e .  HovJever r e c e n t l y  ( i . e .  September 
1983) t h e  Supre re  Court r u l e d  t h a t  t h e  t i r e  companies (among others)  
have t o  pny e x c i s e  d u t i e s ,  n o t  j u s t  on c u r r e n t  n a n u f a c t u r i n g  costs ,  
b u t  a l s o  on p o s t  manufec tu r ing  expenses ,  a s  t h c  t o t a l  of bo th  go 
t o  de te rmine  t h e  f i n a l  s e l l i n g  p r i c e .  
MRF had 2 f i n a n c i a l  cum t e c h n i c a l  c o l l e b o r s t i o n  Agreement wi th  
Mans f i c id  T i r e  and Rubber Co., U.S.A., wherein t h e  l a t t e r  owned 20% 
of t h e  p a i d  up c a p i t a l .  
NCLEF?: i._S&&of P r i c e  c o n t r o l  and Impact of Exc i se  Duty on- 
S e l e c t e d  I n d u s t r i e s ,  New De lh i ,  1978, p.99. 
Most of t h e s e  l ~ t t c r s  of i n t e n t  were obtainc'd by t h e  S t a t e  Industrial 
D e v e l o ~ m e n t  Corpora t ions .  The a c t u a l  r e a s o n s  a s  t o  why some of t h e  
r e c c p i e n t s  d i d  n o t  c o n v e r t  them i n t o  l i c e n s e s  and commence co;lunercid 
p roduc t ion  r e q u i r c s  much morc c a r e f u i  s tudy  and i n v e s t i g a t i o n .  
Therc was of c o u r s c  s h o r t a g e  of Nylon t y r e  co rd  i n  s u f f i c i e n t  
q u a n t i t i e s  which would hove hampered a  smooth change ove r  from 
Rayon t o  Nylon t y r c s .  
The dynamism s!iovm ;/ l l c d l s  8s w L 1  a s  t h e  Goenkas who a l s o  f igure  
p rominen t ly  i n  t h e  Tyre i n d t l s t r y  i s  due  t o  v a r j o u s  f a c t o r s .  li more 
d e t a i l d d  d i s c u s s i o n  of t h e  c ~ l u t i o n  of c o m p e i i t i v c  f a c t o r  i n  Tyre 
i n d u s t r y ,  p r i n a r i l y  a s  a  r r s u l t  of -ths working of Modis anu Goenkas, 
i s  t o  be  i n c l u d e d  i n  l a t e r  p a r t s  of t h e  l a r g e r  s tudy  of which t h i s  
p a o e r  forms a  p a r t .  For i n s i q h t s  i n t o  " l " a r ~ a c i > ~  en t rep reneursh ip ,  
. . - 
See Timberg, Tornas A. The Marwaris. Fron Tradr i. ; t o  L n d u s t r i a l i s t k  
Vikas,  De lh i ,  1978, pp. 15-40. 
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